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Documentary Letter of Credit ( ‘LC’ for short ), which serves international 
trade both as payment and settlement tool and financing instrument, has played an 
important role in promoting international trade since it was invented. A wide range 
of trade finance products under LC not only fulfill different needs of traders well but 
also generate a lot of profits for commercial banks, which makes LC business 
become one of the most important business of commercial banks. Nevertheless, 
being a type of complex business crossing assets and off-balance sheet business 
areas, involving a number of participants, including a variety of contractual relations, 
combining trade credit and bank credit, adjusted both by international conventions 
and domestic laws and regulations, LC finance business also brings various risks to 
commercial banks affected by a variety of external and internal factors. Being a 
special firm bearing operational risks, commercial banks should be proactive in risk 
management so as to develop business healthily and make enough profit matching 
relevant risk faced. In this thesis, combining theoretical study and work experience, 
the author explores the causes of risks in commercial banks’ trade finance business 
under LC and gives some suggestions in the hope that commercial banks could be 
benefit for their risk management work. 
This article mainly consists of four parts. The first chapter gives an overview of 
trade finance business under LC including basic concepts on the basis of the latest 
version of the ‘Uniform Customs and Practice for Documentary Credits such as LC 
definition, basic characteristics, financing principles etc. and LC financing products 
for export and import business. Chapter II first outlines major risk types of LC 
financing and their manifestations, and then focuses on analyzing credit risk and 
fraud risk. In chapter III two cases are given for further risk study. Chapter IV starts 
with exploration of the internal and external causes of risks, and then put forward 
certain risk countermeasures and proposals. 
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